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ADVANCE LETTER ON 

GENERAL BUSINESS CONDITIONS 

yune l6, Tp20 



BUSINESS, represented by curve B, receded in 
May from the April level which, in turn, was 
below March. This is the first instance for more than 
a year of recessions occurring in two consecutive 
months. Speculation, represented by curve A, declined 
sharply in May. The concurrent decline of both busi- 



financial strain and liquidation, first, of securities and 
second, of commodities. The index chart indicates that 
the movements, already started, will continue. The 
facts that the United States has a centralized banking 
system, that both the Treasury and the Federal Reserve 
Board have embarked on a policy of orderly deflation, 
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Group A — Speculation : New York Bank Clearings, Shares Traded on the New York Stock Exchange, Price of Industrial Stocks. 

Group B — Business: Bank Clearings outside New York City, Bradstreet's Price Indices. 

Group C — Banking: Rate on 4-6 Months Commercial Paper, Rate on 60-90 Day Commercial Paper. 



Explanation: Each one of the three curves is based upon a homogeneous 
group of statistical series, that is, the members of each group have synchron- 
ous cyclical fluctuations after having been corrected for seasonal variation 
and normal growth, and expressed in comparable units. In other words, the 
corrected series of each group fluctuate together. 

Our interpretation of the fluctuations of the three curves of the current 
index chart is based upon the relationship which was discovered among simi- 
lar curves for the period 1903-14. All three curves had wave movements, but 
the upward swings and the crests of the waves were not reached simultane- 
ously. The maj'or movements of speculation preceded those of business by 
4 to 10 months, and the movements of business preceded those of banking by 
2 to 8 months. The sequence of movements holding for upward swings and 
crests also held for downward swings and troughs. 

The relationship between the curves which held for the pre-war period 
appears to have reestablished itself in 1919 so that the movements of the 
curves constitute a basis for forecasting. Our forecasts, however, are not 

ness and speculation, and the marked increase of short 
time interest rates, curve C, are related phenomena 
resulting from capital and credit shortage. 

Both volume of business, as indicated by outside 
clearings, and the level of wholesale commodity prices 
decreased between 4 and 5 per cent in May. The data 
available in the first half of June indicate that the de- 
cline is still in progress. 

The sequence of movements of speculation, business, 
and banking since last November denotes that we are 
in that phase of the business cycle characterized by 



based solely upon the index of general business conditions, but they allow for 
the differences in underlying conditions as revealed by economic analysis. At 
present, the persistent rise of rates on commercial paper, curve C, and the 
decline of speculation from the high point of October, curve A, forecast a 
decline of business activity and commodity prices, curve B, which will take 
place some time between April and December 1920. 

The time and extent of the recession, if it occurs, in business activity and 
commodity prices depend upon the operation of two powerful opposing 
forces. On the one hand, the shortage of commodities and buildings, abnor- 
mal foreign demand for goods and credit, the railroad tie-up, and active retail 
trade in the United States make for immediate business activity or higher 
prices. On the other hand, inflated currency and credit, depleted reserves and 
increasing interest rates, all indicative of capital strain, make for a slackening 
of business activity and lower prices. At present the money market appears 
to be the crux of the situation, but we recognize the possibility of the 
entrance of other factors which may alter the course of developments. 

and that there is a shortage of many important com- 
modities makes it probable that reorganization of busi- 
ness will proceed without panic and disastrous collapse. 

Business 

The decline in curve B, representing business, in May 
is the result of a considerable falling off in the corrected 
figures for both clearings and basic commodity prices. 

Last month bank clearings outside New York City 
were 16,948 million dollars or 5 per cent below the April 
figures which, in turn, were 6 per cent below the March 
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figures. Usually outside clearings in April and May are 
only 2 per cent under the total for the months imme- 
diately preceding. 

Bradstreefs index number of commodity prices was 
$19.88 on June 1 compared with $20.73 on May 1, and 
the high record of $20.87 on February 1. Bradstreefs 
index for June 1 is 4.1 per cent under the figure for May 
1. This is an unusually large decline and it has been 
exceeded on three occasions only: October 1914 (5.3 
per cent), November 1914 (4.2 per cent), and February 
1919 (4.9 per cent). "Nine out of thirteen groups of 
prices entering into the index number declined during 
May, textiles leading in the volume of decrease, with 
miscellaneous products, metals, hides and leather, live 
stock, oils, fruits, provisions and naval stores following 
in the order named. Four groups advanced, but these 
showed only slight gains: drugs, breadstuff s, building 
materials, and coal and coke coming in order in im- 
portance of advances." 

Although Bradstreefs index for June 1 shows a decided 
decrease from the preceding month, the commodity 
price average of Dun's Review fell only one-half of one 
per cent under the maximum figure of $263.33 of a 
month previous. The discrepancy may be ascribed to 
the fact that Dun's list of commodities contains many 
items in an advanced stage of manufacture whereas 
Bradstreet's list is made up, primarily, of basic materials. 
In the past the last named index has responded more 
quickly to changes in business conditions than have 
other indices of prices. For instance, in 1907 the high 
point as shown by Bradstreet's index was reached on 
March 1 whereas the index of the Bureau of Labor 
Statistics did not reach maximum until October. 

A fall in commodity prices has been reported recently 
in Japan, Germany, France, and England. The decline 
in Japan was registered by the Oriental Economist's 
index number for April 30, which was 288.5 compared 
with 31 7. 1 for March 31. For Germany and France 
there are no index numbers of recent date available but 
press despatches from those countries have reported 
recessions in the prices of important commodities. The 
Sauerbeck index for England for May 31 is 260.0 com- 
pared with 266.1 for April 30, the first decline that has 
occurred since the spring of 191 9. 

Outside Clearings 
(Unit: $1,000,000) 

Ratio of 
Section March April May May to April 

Middle* 3,871 3,814 3,699 97.0 

New England 1,852 1,886 1,885 99-9 

Middle West 5,468 4,862 4,609 94.8 

Pacific 1,810 1,709 x ,639 95.9 

Other West 2,722 2,498 2,249 90.0 

Southern 3,185 3,016 2,867 95- 1 

Total 18,908 17,785 16,948 95.3 

* Excluding New York City. 

The decrease in total outside clearings in April was 
largely the result of a considerable falling off in all 



sections except New England. The figures for March, 
April, and May are given in the accompanying table. 

Outside bank clearings in the first two weeks of June 
have been below those in May. Exchanges due to busi- 
ness activity appear to be declining in volume. The 
total for June, however, may reach a very respectable 
figure on account of income tax payments due June 15. 

Speculation 

In the first half of June stock prices have shown no 
definite tendency, and the volume of trading has been 
small. On June 15 the average price of twenty indus- 
trials was $91.68 compared with $105.65 on April 8 and 
the price of twenty rails was $69.92 compared with 
$76.53 on April 7. 

Bonds have also been weak. The yield on ten sea- 
soned gilt-edged railroad bonds averaged 6.25 per cent 
in May, the highest point ever reached. Dow, Jones & 
Co.'s bond index for May, based on the average price 
and yield of forty corporation bonds, including high 
and second grade railroad, public utility and industrial 
bonds, declined to a record low, 57.29. This compares 
with 59.45 in April and 81.91 in January 1917, the high 
figure. The decline of the index in April and May was 
unusually severe; all classes of bonds moved down. 

The decline in prices of both stocks and bonds which 
we have witnessed since last autumn is the natural 
accompaniment of active business, rapidly increasing 
commodity prices, and growing demands of business for 
credit. In the past, the turning point in the trend of 
security prices was not reached until liquidation of 
commodities had gone to such lengths as to reduce bank 
loans, strengthen bank reserves, and lower the rate for 
short time commercial paper. 

Banking 

Interest rates on all types of loans, except those on 
call, are higher in June than they have been in previous 
months. Choice double name 60-90 day paper is 
quoted at 7! per cent with other rates correspondingly 
high. Government treasury certificates with an early 
maturity are to be offered at 6 per cent and those with 
longer maturities at 5? per cent. 

The statements of the combined federal reserve banks 
have shown no decided change since February. From 
February 13 to June 11 the ratio of reserves to demand 
liabilities has fluctuated between 42.2 per cent (May 14) 
and 43.5 per cent (March 19); excess reserves have 
ranged from 201 million to 252 million dollars. On 
June 11 the figures were 43.0 per cent and 235 millions. 

The period since January 2, 1920 has been a period of 
increasing rediscount rates and increasing volume of 
bills discounted with the federal reserve banks. To be 
sure, between January 2 and June 4 of this year bills 
secured by government war obligations remained about 
constant but "all other bills discounted" increased 
50 per cent. This expansion, apparently, has come to 
an end but contraction has not begun. 
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